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Independent Auditor’'s Report

To the Honorable Mayor and
Members of the City Council
Solon, lowa

We have audited the accompanying financial statesredrihe governmental activities, the business
type activities, each major fund and the aggregateining fund information of the City of Solon,
lowa, as of and for the year ended June 30, 200&hwcollectively comprise the City’s basic
financial statements listed in the table of corgenthese financial statements are the respomgibili
of the City's management. Our responsibility iset@ress opinions on these financial statements
based on our audit.

Except as described in the following paragraph¢careucted our audit in accordance with auditing
standards generally accepted in the United StdteSnmerica and the standards applicable to
financial audits contained i@overnment Auditing Standardssued by the Comptroller General of

the United States. Those standards require th@lameand perform the audit to obtain reasonable
assurance about whether the financial statemeptdree of material misstatement. An audit

includes examining, on a test basis, evidence stipgothe amounts and disclosures in the
financial statements. An audit also includes a&#sgsthe accounting principles used and
significant estimates made by management, as wedlvaluating the overall financial statement
presentation. We believe that our audit provide=sagonable basis for our opinions.

As described in Note 1, these financial statemerte prepared on the basis of cash receipts and
disbursements, which is a comprehensive basis ajuating other than accounting principles
generally accepted in the United States of Ameridkso, as permitted by the Code of lowa, the
accounting records of the City have not been adidie all prior years. Accordingly, we were
unable to satisfy ourselves as to the distribubyfund of the total fund balance at July 1, 2004.

In our opinion, except for the effects of such atjuents, if any, as might have been determined to
be necessary had we been able to verify the disiiib by fund of the total fund balance at July 1,
2004, as discussed in the preceding paragrapHingmecial statements referred to above present
fairly, in all material respects, the respectivalcdasis financial position of the governmental
activities, the business type activities, each mdjomd and the aggregate remaining fund
information of the City of Solon as of June 30, 208nd the respective changes in cash basis
financial position for the year then ended in comfty with the basis of accounting described in
Note 1.

As described in Note 10, during the year ended JBihe2005, the City adopted Governmental
Accounting Standards Board Statement No.B&kic Financial Statements - and Management’s
Discussion and Analysis - for State and Local Goweants Statement No. 3Basic Financial
Statements - and Management's Discussion and Asalylr State and Local Governments:
Omnibus Statement No. 3&ertain Financial Statement Note Disclosyrasd Statement No. 41,
Budgetary Comparison Schedule - Perspective Diftee.



In accordance withGovernment Auditing Standardsve have also issued our report dated
September 9, 2005 on our consideration of the €ityternal control over financial reporting and

our tests of its compliance with certain provisioofs laws, regulations, contracts and grant
agreements and other matters. The purpose ofgpatt is to describe the scope of our testing of
internal control over financial reporting and corapte and the results of that testing and not to
provide an opinion on internal control over finadaieporting or compliance. That report is an

integral part of an audit performed in accordantl ®overnment Auditing Standardsd should

be considered in assessing the results of our.audit

Management’s Discussion and Analysis and budgetanparison information on pages 6 through
12 and 31 through 33 are not required parts obésgc financial statements, but are supplementary
information required by the Governmental Account@andards Board. We applied limited
procedures, which consisted principally of inquirief management regarding the methods of
measurement and presentation of the supplemenfanyation. We did not audit the information
and express no opinion on it.

Our audit was conducted for the purpose of formapgions on the financial statements that
collectively comprise the City of Solon’s basicdntial statements. The supplemental information
included in Schedules 1 through 3 is presentedofmposes of additional analysis and is not a
required part of the basic financial statementschSnformation has been subjected to the auditing
procedures applied in our audit of the basic fir@rstatements and, in our opinion, is fairly stiate
in all material respects in relation to the bamiaricial statements taken as a whole.

%WALA

Cedar Rapids, lowa
September 9, 2005



MANAGEMENT’S DISCUSSION AND ANALYSIS

Solon, lowa provides this Management’s Discussind Analysis of its financial statements.
This narrative overview and analysis of the finahactivities is for the fiscal year ended June
30, 2005. We encourage readers to consider tfasnation in conjunction with the City’s
financial statements, which follow.

Because the City is implementing new reporting ddads for this fiscal year with significant
changes in content and structure, much of thenmétion is not easily comparable to prior years.
However, in future years, comparisons will be mmesaningful and will go further in explaining
the City’s financial position and results of operyas.

2005 FINANCIAL HIGHLIGHTS

Revenues of the City’'s governmental activities éased from fiscal 2004 to fiscal 2005 due to
tax increment financing collections of approximat®102,984. Permit fees and recoupment fees
increased, due largely to increased residentiatldement.

The City’s expenses increased during this fiscal Yy 14.13%, or approximately $236,013, due
to purchases in the public works department andhbss type enterprises.

The governmental funds cash balance decreased.&%%2or approximately $98,423.

The City’s long-term debt decreased by $95,000thadhort-term debt decreased by $26,739.

USING THIS ANNUAL REPORT

The annual report consists of a series of finarstatements and other information as follows:

Management’s Discussion and Analysis introduces lihsic financial statements and
provides an analytical overview of the City’s firgad activities.

The Government-wide Financial Statement consits $tatement of Activities and Net
Assets. This statement provides information abbatédctivities of the City as a whole
and presents an overall view of the City’s finances

The Fund Financial Statements tell how governmesatavices were financed in the short
term as well as what remains for future spendifgnd financial statements report the
City’'s operations in more detail than the governtheide statement by providing
information about the most significant funds.

Notes to financial statements provide additionaforimation essential to a full
understanding of the data provided in the basenfoial statements.

Required Supplementary Information further exmaiand supports the financial
statements with a comparison of the City’s budgethe year.

Other Supplementary Information provides detaiiefbrmation about the nonmajor
Governmental funds.



Reporting the City as a Whole

The statement of activities and changes in caséinbal presents information showing how the
City's cash balance changed during the most reical year.

The City’'s government activities are displayedha statement of activities and changes in cash
balance. Governmental activities include publiea public works, health and social services,

culture and recreation, community and economic ldgweent, general government, debt service
and capital projects. Property tax and state addril grants finance most of these activities.

Basis of Accounting

The City maintains its financial records on thei®as cash receipts and disbursements and the
financial statements of the City are prepared anIlasis. The cash basis of accounting does not
give effect to accounts receivable, accounts payairld accrued items. Accordingly, the
financial statements do not present financial pmsiand results of operations of the funds in
accordance with U.S. generally accepted accoumprimgiples. Therefore, when reviewing the
financial information and discussion within thishaal report, the reader should keep in mind the
limitations resulting from the use of the cash vafiaccounting.

REPORTING THE CITY'S FINANCIAL ACTIVITIES

Government-wide Financial Statement

One of the most important questions asked abouCttyés finances is, “Is the City as a whole
better off or worse off as a result of the yeactwities?” The Statement of Activities and Net
Assets reports information which helps answer ghisstion.

The Statement of Activities and Net Assets prese@<City’s net assets. Over time, increases
or decreases in the City’'s net assets may sengeuseful indicator of whether the financial
position of the City is improving or deteriorating.

The Statement of Activities and Net Assets is dddidhto two kinds of activities:

 Governmental Activities include public safety, pablworks, culture and recreation,
community and economic development, general govemymdebt service and capital
projects. Property tax and state and federal grfamince most of these activities.

* Business-Type Activities include the waterworks Hanitary sewer system, solid waste and
the storm sewer system. These activities are ¢eduprimarily by user charges.

Fund Financial Statements

The fund financial statements provide detailed nmfation about individual, significant funds;
not the City as a whole. Some funds are requioebet established by State law and by bond
covenants. The City can establish other fundsetp it control and manage money for particular
purposes.



The City has two kinds of funds:

1) Governmental funds account for most of the Cityésib services. These focus on how
money flows into and out of those funds, and tharxes at year-end that are available
for spending. The governmental funds include: H§ General Fund, 2) the Special
Revenue Funds, such as Road Use Tax and Urban BRefaw Increment, 3) the Debt
Service Fund, 4) the Capital Projects Fund and H® Permanent Fund. The
governmental fund financial statements provide taitdel, short-term view of the City’'s
general government operations and the basic serwigarovides. Governmental fund
information helps determine whether there are noorfewer financial resources that can
be spent in the near future to finance the Citytgpams.

The required financial statements for governmefualls include a statement of cash
receipts, disbursements and changes in cash balance

2) Proprietary funds account for the City’'s Enterpfiaends. Enterprise Funds are used to
report business type activities. The City mairdaihree Enterprise Funds to provide
separate information for the water (including stomatter), solid waste and sewer funds,
considered to be major funds of the City.

The required financial statements for proprietanyds include a statement of cash receipts,
disbursements and changes in cash balances.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, the City reports the activitidghe funds using the cash basis of accounting,
which is a comprehensive basis of accounting othan U.S. generally accepted accounting

principals (GAAP). The City does not report capaasets or depreciation on those assets as
would be required by GAAP.

Net assets may serve over time as a useful indiadtdinancial position. The City’'s cash
balance for governmental activities decreased feogear ago, decreasing from $1,052,654 to
$895,115. The analysis that follows focuses onctienges in cash balances for governmental
activities.

Changes in Cash Basis Net Assets
of Governmental Activities

Receipts and transfers:
Program receipts:

Charges for service $ 163,330
General receipts:
Property tax 378,817
TIF and other 102,984
Use of money and property 16,243
Licenses and permits 6,646
Intergovernmental 308,185
Other general receipts 174,424
Total receipts and transfers 1,150,629



Disbursements and transfers:

Public safety 87,401
Public works 465,436
Culture and recreation 156,286
General government 162,405
Debt service 24,420
Capital projects 267,236
Transfers, net 85,777
Total disbursements and transfers 1,248,991
Decrease in cash basis net assets (98,362)
Cash basis net assets, beginning of year 792,706
Cash basis net assets, end of year $ 694,344

The City’s total receipts for governmental actedtincreased by 18.66%, or $203,824. The total
cost of all programs and services increased by $285 or 25.76%, with no new programs
added this year.

The City property tax rates for 2005 increasedhslygfrom 10.00310 last year to 10.09885, with
an increase in special revenue levy. Based oeases in the total assessed valuation for the last
few years, property tax receipts are budgeteddiease next year.

The cost of all governmental activities this yeaasw$1,248,991, compared to $1,108,537 last
year. However, as shown in the Statement of Aatwiand Net Assets on pages 14-17, the
amount taxpayers ultimately financed for thesevims was lower because some of the cost was
paid by those who directly benefited from the pawmgs (charges for service $174,493) or by
other governments and organizations that subsidizedain programs with grants and
contributions ($435,748). Overall, the City's gowmental activities receipts, including
intergovernmental aid and fees for service, in@dda 2005 from $537,688 to $610,241. The
City paid for the remaining “public benefit” porticof governmental activities with $552,973 in
tax (some of which could only be used for certaiogpams) and with other receipts, such as
interest and general entitlements.

Changes in Cash Basis Net Assets of Business-Typ&ities
Receipts and transfers:

Program receipts:
Charges for service:

Water $ 147,130

Sewer 222,029

Intergovernmental 41,500

Operating grants, contributions and restrictedrest 1,997

Transfers 40,684
Total receipts and transfers 453,340



Disbursements and transfers:

Water 235,334
Sewer 255,976
Transfers 21,207
Total disbursements and transfers 512,517
Decrease in cash basis net assets (59,177)
Cash basis net assets, beginning of year 259,948
Cash basis net assets, end of year $ 200,771

Total business-type activities receipts and nensfiexrs for the fiscal year were $453,340
compared to $373,361 last year. The cash balaeweased $59,177 from the prior year. Total
disbursements and transfers for the fiscal yearedsed by 9.5% to a total of $512,517.

INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As Solon completed the year, its governmental furefsrted a combined fund balance of
$895,115, a decrease of $157,539 below last yéatas of $1,052,654. The following are the
major reasons for the changes in fund balancdseafniajor funds from the prior year.

e The General Fund cash balance decreased $123@82He prior year. This decrease was
due mainly to the purchase of a new maintenanceleglpurchase of land, and other minor
projects not previously budgeted for.

INDIVIDUAL MAJOR BUSINESS-TYPE FUND ANALYSIS

The proprietary fund cash balance decreased froB9,928 to $200,771, due primarily to
expenses exceeding revenues.

BUDGETARY HIGHLIGHTS

Over the course of the year, the City amendeduitigybt once, in May 2005. The amendment was
approved on May 26, 2005 and resulted in an ineréa®perating disbursements related to a
cost overrun of approximately $279,234 for cultared recreation, public works and capital

projects, with an unbudgeted public works vehiale ¢ghe purchase of property for additional
maintenance space accounting for the majority isfamount.
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DEBT ADMINISTRATION

At June 30, 2005, the City had $1,311,000 in boadd other long-term debt, compared to
$1,481,000 last year, as show below.

Outstanding Debt at Year End

Year Ended
June 30,

2005 2004
General obligation bonds and notes $1,481,000 %1080

The City does not carry a general obligation batthg assigned by national rating agencies due
to the small size of the City and the debt that treslitionally bond for; additionally, it is
considered that the cost associated with obtaisugh a rating would not be in line with any
potential resulting savings or points discount@the Constitution of the State of lowa limits the
amount of general obligation debt cities can issu®&% of the assessed value of all taxable
property within the City’s corporate limits. Thaty’s outstanding general obligation debt of
$1,311,000 is significantly below its constitutibdabt limit of $2,045,262.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

Solon’s elected and appointed officials and citzeonsidered many factors when setting the
fiscal year 2006 budget, tax rates, and fees tiiBb&charged for various City activities. One of
those factors is the economy. The City’s popufagioowth has increased on an average of 12%
from 1,050 in 1990 to 1,177 in 2000. The estimgte@ulation at this time is 1,313. This
compares with the state’s population growth rat@mgroximately 6.9 percent and the national
rate of 3.9 percent during this same time frame.

The U.S. Consumer Price Index (CPI) is a measurtefchanges in retail prices of a fixed
market grouping of consumer goods and servicese GRI-U for July 2004 was 189.4. The
CPI-U for July 2005 was 195.4. For the 12 monthgakthat ended in July, the CPI-U increased
3.17 percent.

It is anticipated that Solon’s demand for new hogswill remain viable as long as interest rates
do not move sharply up. Building permits issuedfew housing construction are averaging
approximately 35 per year with four developmentstgefinish. Solon relies heavily upon the
residential tax base for funding programs withia @ity’s general fund.

The City experienced increases in energy pricé)im-2005. It is anticipated that energy costs
will continue to rise in 2005-2006.

Property tax (benefiting from the increases in ssseé valuations) and urban renewal tax
increment financing collections are expected td l#as increase. The City will use these
increases in receipts to finance programs we ctiyreffer and to defray a portion of the costs of
carrying out major urban renewal projects of thgy.CiBudgeted disbursements are expected to
rise due to increased wage and cost-of-living ddjasts, increases in the sewer and water funds,
street construction and maintenance and urban en@wjects represent the largest increases.
The City has added no major new programs or ingatto the 2006 budget.

11



PROPERTY TAX ROLL-BACK

The lowa Department of Revenue issued its Assedsimartation Order on October, 2003 with
county auditors being ordered to adjust 2003 agit@derty values by the following percentages:

Property Classification FY2006 FY2005 FY2004 FY2003
Residential 47.964% 48.4558% 51.3874% 51.6676%
Commercial 99.1509% 99.2570% 100% 97.7701%
Agricultural 100% 100% 100% 100%
Industrial 100% 100% 100% 100%

The January 1, 2004 property tax valuation sergetha basis for calculating property taxes in
FY2006. Since 1978, residential, commercial andcatjural classifications have been subject
to the assessment limitation order, or roll bahkf timits annual growth in property to 4% with
a further restriction that growth in residentialoperty cannot exceed that of agricultural
property. The result is an annual rolling-backredidential values. A significant decline in
agricultural land productivity has resulted in la&lues on agricultural land for tax purposes.
This low value has resulted in a significant adjestt to residential property taxes. It appears
that residential roll-back will decrease further Yaluations January 1, 2005 payable 2006-2007.
The roll-back is projected to be 45.996%. It wapdd that the roll-back would recover slightly,
in an even-numbered year without revaluation ofstxg properties and equalization orders
being absent. However, once again the link tocafjdral valuation growth forced the roll-back
down. Without the link between residential andi@agdtural growth, the residential roll-back
would have actually increased. The City of Solas healized substantial residential growth in
the last decade, which has partially off-set thelide attributable to the roll-back factor.

CONTACTING THE CITY’'S FINANCIAL MANAGEMENT

This financial report is designed to provide ouizeins, taxpayers, customers, and creditors with
a general overview of the City’'s finances and tovslthe City’s accountability for the money it
receives. If you have questions about this reponteed additional financial information, contact
Connie Evans, City Clerk/Treasurer, 223 North I&teeet, Solon, lowa.
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BASIC FINANCIAL STATEMENTS
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CITY OF SOLON
Statement of Activities and Net Assets - Cash Basis

As of and for the year ended June 30, 2005

Program Receipts
Operating Capital
Grants, Grants,
Contributions,  Contributions,
Charges for and Restricted and Restricted

Disbursements Service Interest Interest
Functions/Programs:
Governmental activities:
Public safety $ 87,401 $ 2,209 $ 1,560 $ -
Public works 465,436 65,016 - 203,736
Culture and recreation 156,286 26,839 90,024 5,000
General government 162,405 80,429 45,055 -
Debt service 24,450 - 48 -
Capital projects 267,236 - - 90,325
Total governmental activities 1,163,214 174,493 136,687 299,061
Business type activities:
Water 230,222 147,130 8,072 -
Water systems improvement 5,112 - - -
Sewer 255,976 222,029 35,065 -
Sewer replacement - - 360 -
Total business type activities 491,310 369,159 43,497 -
Total $ 1654524 $ 543,652 $ 180,184 $ 299,061

General Receipts:
Property tax levied for:
General purposes
Tax increment financing
Debt service
Miscellaneous
Unrestricted interest on investments
Transfers

Total general receipts and transfers

14



Net (Disbursements) Receipts and
Changes in Cash Basis Net Assets

Governmental  Business Type
Activities Activities Total
$ (83,632) $ - (83,632)
(196,684) - (196,684)
(34,423) - (34,423)
(36,921) - (36,921)
(24,402) - (24,402)
(176,91) - (176,91)
(552,973 - (552,973
- (75,020) (75,020)
- (5,112) (5,112)
- 1,118 1,118
- 360 360
- (78,6593 (78,659
(552,973 (78,6593 (631,627
354,376 - 354,376
102,984 - 102,984
24,441 - 24,441
57,079 - 57,079
1,508 - 1,508
(85,777 19,477 (66,300
454,611 19,477 474,088

(continued)
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CITY OF SOLON
Statement of Activities and Net Assets - Cash Basis

As of and for the year ended June 30, 2005

Program Receipts
Operating Capital
Grants, Grants,
Contributions,  Contributions,
Charges for and Restricted and Restricted
Disbursements Service Interest Interest

Change in cash basis net assets
Cash basis net assets, beginning of year
Cash basis net assets, end of year
Cash Basis Net Assets
Restricted:
Debt service
Library
Maintenance and improvements
Other purposes
Unrestricted

Total cash basis net assets
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Exhibit A

Net (Disbursements) Receipts and
Changes in Cash Basis Net Assets

Governmental  Business Type

Activities Activities Total
(98,362) (59,177) (157,539)
792,706 259,948 1,052,654

$ 694,344 $ 200,771 $ 895,115

$ 9879 $ 17,000 $ 26,879

367,880 - 367,880

- 73,339 73,339

36,257 - 36,257
280,328 110,432 390,760

$ 694,344 $ 200,771 $ 895,115

These financial statements should be read onlgninection with
the accompanying notes to financial statements.
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CITY OF SOLON
Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Governmental Funds

As of and for the year ended June 30, 2005

Special Capital
Revenue Projects
Library Hwy 1
General Equipment Widening
Receipts:
Property tax $ 305,076 $ - $ -
Tax increment financing collections - - -
Licenses and permits 6,646 - -
Use of money and property 4,148 7,937 -
Intergovernmental 120,409 2,073 77,876
Charges for service 162,725 - -
Miscellaneous 49,421 4,801 104,409
Total receipts 648,425 14811 182,285
Disbursements:
Operating:
Public safety 85,841 - -
Public works 359,523 - -
Culture and recreation 151,586 4,579 -
General government 162,405 - -
Debt service - - -
Capital projects - - 266,786
Total disbursements 759,355 4,579 266,786
Excess (deficiency) of receipts over
(under) disbursements (110,%30 10,232 (84,50}
Other financing sources (uses):
Payment of anticipatory notes (66,300) - -
Operating transfers in 103,838 - 74,000
Operating transfers out (50,000 - -
Total other financing
sources (uses) (12,462 - 74,000

18



Other
Nonmajor
Governmental
Funds Total
$ 73,741 $ 378,817
102,984 102,984
- 6,646
4,158 16,243
107,827 308,185
605 163,330
15,793 174,424
305,108 1,150,629
1,560 87,401
105,913 465,436
121 156,286
- 162,405
24,450 24,450
450 267,236
132,494 1,163,214
172,614 (12,585
- (66,300)
17,255 195,093
(164,570 (214,570
(147,315 (85,777

(continued)
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CITY OF SOLON
Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Governmental Funds

As of and for the year ended June 30, 2005

Special Capital
Revenue Projects
Library Hwy 1
General Equipment  Widening
Net change in cash balances (123,392) 10,232 10,5q1)
Cash balances, beginning of year 372,931 357,648 (150
Cash balances, end of year $ 249538 367,880 $ (10,65)

Cash Basis Fund Balances

Reserved:
Debt service $ - $ - $ -
Library - 367,880 -
Special revenue funds - -

Unreserved:
General fund 249,539 - -
Special revenue funds - -
Capital projects fund - - (10,652

Total cash basis fund
balances $ 249539 $ 367,880 $ (10,65)
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Exhibit B

Other
Nonmajor
Governmental
Funds Total
25,299 (98,362)

62,277 792,706

$ 87576 $ 694,344

$ 9879 $ 9,879

- 367,880
36,257 36,257
- 249,539
31,559 31,559
9,881 (770

$ 87576 $ 694,344

These financial statements should be read onlgninection with
the accompanying notes to financial statements.
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Exhibit C

CITY OF SOLON

Statement of Cash Receipts, Disbursements and Chagyin Cash Balances
Proprietary Funds

As of and for the year ended June 30, 2005

Enterprise Funds

Water Systems Sewer
Water Improvement Sewer Replacement Total
Operating receipts:
Use of money and property $ 572 % - $ 1065 $360 $ 1,997
Intergovernmental 7,500 - 34,000 - 41,500
Charges for service 147,130 - 222,029 - 369,159
Total operating receipts 155,202 - 254,09 360 412,656
Operating disbursements:
Business type activities 121,708 5,112 239,201 - 366,021
Excess (deficiency) of operating
receipts over (under) operating
disbursements 33,494 (5,112) 17,893 360 56,63
Non-operating disbursements:
Debt service 108,514 - 16,775 - 125,289
Excess (deficiency) of disbursements
over (under) receipts (75,020 (5,112 1,118 360 (78,654
Other financing sources (uses):
Operating transfers in 27,475 13,209 - 40,684
Operating transfers out (13,209 - - (7,999 (21,207
Total other financing sources
(uses) 14,266 13,209 - (7,998 19,477
Net change in cash balances (60,754) 8,097 1,118 (7,638) (59,177)
Cash balances, beginning of year 60,334 32,220 126,734 40,660 259,948
Cash balances, end of year $ w2®__ 40,317 $ 127,852 $ 33,022 $ 200,771
Cash Basis Fund Balances
Reserved for:
Debt service $ - $ - $ 17,000 $ - 7,000
Maintenance and improvements - 40,317 - 33,022 73,339
Unreserved (420 - 110,852 - 110,432
Total cash basis fund balances $ 420 $ 40317 $ 127,852 $ 33,022 $ 200,771

These financial statements should be read onlgninection with
the accompanying notes to financial statements.
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CITY OF SOLON
Notes to Financial Statements

June 30, 2005

(1) Summary of Significant Accounting Policies

The City of Solon is a political subdivision of ti¢ate of lowa located in Johnson County. It
was first incorporated in 1840 and operates urftdeHobme Rule provisions of the Constitution
of lowa. The City operates under the Mayor-Coufarin of government with the Mayor and

Council Members elected on a non-partisan basise ity provides numerous services to
citizens including public safety, public works, ttuk, recreation, public improvements and
general administrative services. The City alsoviokes water and sewer services for its
customers.

A. Reporting Entity and Jointly Governed Organaas

For financial reporting purposes, the City of Solwas included all funds, organizations,
agencies, boards, commissions and authorities. Cltyehas also considered all potential
component units for which it is financially accoaiole and other organizations for which
the nature and significance of their relationshifhwhe City are such that exclusion would
cause the City’s financial statements to be migtgpdr incomplete. The Governmental
Accounting Standards Board has set forth criteriae considered in determining financial
accountability. These criteria include appointegoting majority of an organization’s
governing body, and (1) the ability of the Cityitmpose its will on that organization or (2)
the potential for the organization to provide sfied@ienefits to, or impose specific financial
burdens on the City. The City of Solon has no comemt units which meet the
Governmental Accounting Standards Board criteria.

The City also participates in several jointly gowet organizations that provide goods or
services to the citizenry of the City but do notetile criteria of a joint venture since there
is no ongoing financial interest or responsibility the participating governments. City
officials are members of the following jointly gowed boards and commissions:

Johnson County Solid Waste Management Planning
Johnson County Rural Policy Board

Johnson County Assessor’s Conference Board
Johnson County Joint E911 Service Board

B. Basis of Presentation

Government-wide Financial StatementsThe Statement of Activities and Net Assets
reports information on all of the nonfiduciary attes of the City. For the most part, the
effect of interfund activity has been removed frims statement. Governmental activities,
which are supported by tax and intergovernmentamees, are reported separately from
business type activities, which rely to a significextent on fees and charges for services.

23



CITY OF SOLON
Notes to Financial Statements

June 30, 2005

(1) Summary of Significant Accounting Policiegcontinued)

B. Basis of Presentatigcontinued)

The Statement of Activities and Net Assets presi@<City’'s nonfiduciary net assets. Net
assets are reported in two categories:

Restricted net assetssult when constraints placed on net asset eseither externally
imposed or imposed by law through constitutionalmions or enabling legislation.

Unrestricted net assetsonsist of net assets that do not meet the definbf the
preceding category. Unrestricted net assets bfiga constraints on resources imposed
by management, which can be removed or modified.

The Statement of Activities and Net Assets dematedtrthe degree to which the direct
disbursements of a given function are offset by@m receipts. Direct disbursements are
those clearly identifiable with a specific functiofProgram receipts include 1) charges to
customers or applicants who purchase, use or lgirbenefit from goods, services or

privileges provided by a given function and 2) gsarcontributions and interest on

investments restricted to meeting the operatiomatapital requirements of a particular

function. Property tax and other items not prgpartiuded among program receipts are
reported instead as general receipts.

Fund Financial StatementsSeparate financial statements are provided doegpmental
funds and proprietary funds. Major individual goveental funds and major individual
enterprise funds are reported as separate columtizeifund financial statements. All
remaining governmental funds are aggregated andrtegpas nonmajor governmental
funds.

The City reports the following major governmentaids:

The General Fund is the general operating furtdeCity. All general tax receipts and
other receipts not allocated by law or contracaghdeement to some other fund are
accounted for in this fund. From the fund are pl&lgeneral operating disbursements,
the fixed charges and the capital improvement dbstsare not paid from the other
funds.

The Capital Projects Funds are utilized to accdontall resources used in the
acquisition and construction of capital facilitiesth the exception of those that are
financed through enterprise funds.

Special Revenue:

The Urban Renewal Tax Increment Fund is used towmt for urban renewal
projects financed by tax increment financing.

The Library Equipment Fund is used for purchassigcomputer hardware and
software.
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CITY OF SOLON
Notes to Financial Statements

June 30, 2005

(1) Summary of Significant Accounting Policiegcontinued)

B. Basis of Presentatigcontinued)

The City reports the following major proprietaryntis:
The Water Fund accounts for the operation andterazamce of the City’'s water system.

The Sewer Fund accounts for the operation andtemance of the City’s waste water
treatment and sanitary sewer system.

C. Measurement Focus and Basis of Accounting

The City of Solon maintains its financial records the basis of cash receipts and
disbursements and the financial statements of ityea€ prepared on that basis. The cash
basis of accounting does not give effect to acsuateivable, accounts payable and
accrued items. Accordingly, the financial stateteeto not present financial position and
results of operations of the funds in accordancth wiccounting principles generally

accepted in the United States of America.

Proprietary funds distinguish operating receiptsl a@sbursements from non-operating
items. Operating receipts and disbursements ggnezault from providing services and

producing and delivering goods in connection withraprietary fund’s principal ongoing

operations. All receipts and disbursements nottimgeéhis definition are reported as non-
operating receipts and disbursements.

D. Budgets and Budgetary Accounting

The budgetary comparison and related disclosusegeported as Required Supplementary
Information. During the year ended June 30, 2@dhursements exceeded the amounts
budgeted in the public works, culture and recreatimd debt service functions.

(2) Deposits and Investments

Deposits (cash and certificates of deposit) ameethat cost which approximates market value.
The carrying amount of deposits at June 30, 20@8%5,115 (including certificates of deposit
totaling $209,958) and is shown as the total engbaf balance in the financial statements. The
City’'s deposits at June 30, 2005, were entirelyeced by federal depository insurance or by the
State Sinking Fund in accordance with Chapter 1f28e0Code of lowa. This chapter provides
for additional assessments against the deposittri@ssure there will be no loss of public
funds.
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CITY OF SOLON
Notes to Financial Statements

June 30, 2005

(2) Deposits and Investmentgcontinued)

The City is authorized by statute to invest pulflinds in obligations of the United States
government, its agencies and instrumentalitiedjficates of deposit or other evidences of
deposit at federally insured depository institusi@pproved by the City Council; prime eligible
bankers acceptances; certain high rated commeaf@r; perfected repurchase agreements;
certain registered open-end management investroampanies; certain joint investment trusts;
and warrants or improvement certificates of a égrgendistrict.

During the year ended June 30, 2005, the City'ssexcash was invested in certificates of
deposit and interest-bearing checking accounts.

The City’s investment policy limits the investmaesft operating funds (funds expected to be
expended in the current budget year or within 15tim® of receipt) in instruments that mature
within 397 days. Funds not identified as operafungls may be invested in investments with
maturities longer than 397 days, but the maturgles! be consistent with the needs and use of
the City.

(3) Bonds and Notes Payable

Annual debt service requirements to maturity fonegal obligation bonds and notes are as
follows:

Year General Obligation

Ending Bonds & Notes

June 30, Principal Interest
2006 $ 140,000 $ 55,034
2007 150,000 50,153
2008 130,000 44,502
2009 101,000 39,222
2010 106,000 35,023
2011 111,000 30,465
2012 112,000 25,535
2013 122,000 20,425
2014 128,000 14,675
2015 118,000 8,535
2016 13,000 2,790
2017 14,000 2,400
2018 14,000 1,980
2019 15,000 1,560
2020 15,000 1,110
2021 15,000 660
2022 7,000 210
Total $1,311,000 $ 334,279
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CITY OF SOLON
Notes to Financial Statements

June 30, 2005

(4) Pension and Retirement Benefits

The City contributes to the lowa Public Employeegii@ment Systems (IPERS) which is a
cost-sharing multiple-employer defined benefit pemplan administered by the State of lowa.
IPERS provides retirement and death benefits whighestablished by state statute to plan
members and beneficiaries. IPERS issues a puldiailable financial report that includes

financial statements and required supplementaprnmdtion. The report may be obtained by
writing to IPERS, P.O. Box 9117, Des Moines, 108@306-9117.

Plan members are required to contribute 3.70% @f #mnual covered salary and the City is
required to contribute 5.75% of annual covered gdhyexcept for police employees, in which
case the percentages are 6.16% and 9.23%, regbectiror the year ended June 30, 2004, the
contribution rates for police employees and thg @re 5.93% and 8.90%, respectively, and
for the year ended June 30, 2003, the contributites for police employees and the City were
6.04% and 9.07%, respectively. Contribution rezpaients are established by state statute. The
City’s contributions to IPERS for the years endede]30, 2005, 2004 and 2003 were $12,872,
$12,716, and $11,839, respectively, equal to theired contributions for each year.

(5) Compensated Absences

City employees accumulate a limited amount of ehimgt unused vacation and sick leave
hours for subsequent use or for payment upon tatrom retirement or death. These
accumulations are not recognized as disbursemgritselCity until used or paid. The City's

approximate liability for earned vacation and slelave termination payments payable to
employees at June 30, 2005, primarily relatindneo®eneral Fund, is as follows:

Type of benefit Amount
Vacation $ 11,778
Sick leave 34,034

Total $ 45812

This liability has been computed based on ratggpfas of June 30, 2005.
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CITY OF SOLON
Notes to Financial Statements

June 30, 2005

(6) Interfund Transfers

The detail of interfund transfers for the year ehdiene 30, 2005 is as follows:

Transfer to Transfer from Amount
Special Revenue: Special Revenue:
Road Use Tax Urban Renewal Tax Increment $ 8,193
Playground and
Recreation Recreation and Nature Center 1,064
__ 9,257
General Fund Capital Project:
OMC Sidewalk 2,058
Special Revenue:
Recreation and Nature Center 6,299
Employee Benefits 24,954
Urban Renewal Tax Increment 70,527
103,838
Capital Project:
Highway 1 Corridor General Fund 50,000
Special Revenue:
Urban Renewal Tax Increment 24,000
Sewer Line Project Enterprise:
Sewer Replacement 7,998
81,998
Enterprise: Enterprise:
Water Improvements Water 13,209
Water Capital Projects:
Capital Improvements 27,475
Total $ 235,777

Transfers generally move revenues from the funtitstdly required to collect the resources to the
fund statutorily required to expend the resources.

(7) Related Party Transactions

The City had business transactions between theatiyCity officials totaling $33 during the
year ended June 30, 2005.
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CITY OF SOLON
Notes to Financial Statements

June 30, 2005

(8) Risk Management

The City of Solon is exposed to various risks dfslgelated to torts; theft, damage to and
destruction of assets; errors and omissions; egu@ employees; and natural disasters. These
risks are covered by the purchase of commerciaramee. The City assumes liability for any
deductibles and claims in excess of coverage limoia. Settled claims from these risks have
not exceeded commercial insurance coverage infahg @ast three fiscal years.

(9) Commitments

The City entered into an installment purchase ageee for a wheel loader in fiscal year 2003.
The rate of interest charged under the agreemeéh®®%. The final payment is due in fiscal
year 2008. As of June 30, 2005, $20,249 remaibs foaid.

(10) Accounting Change

Governmental Accounting Standards Board Statement3X, Basic Financial Statements -
and Management’s Discussion and Analysis - foreSgaid Local GovernmentStatement
No. 37,Basic Financial Statements - and Management’s Bisiom and Analysis - for State
and Local Governments: OmnibuStatement No. 38Certain Financial Statement Note
Disclosures and Statement No. 41Budgetary Comparison Schedule - Perspective
Differenceswere implemented for the year ended June 30, 200& statements create new
basic financial statements for reporting the Cityisancial activities. The financial
statements now include a government-wide finarstetement and fund financial statements
which present information for individual major fusdather than by fund type. Nonmajor
funds are presented in total in one column.

This information is an integral part of the accomyiag financial statements.
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REQUIRED SUPPLEMENTARY INFORMATION
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CITY OF SOLON
Budgetary Comparison Schedule
of Receipts, Disbursements and Changes in Balances-
Budget and Actual (Cash Basis) - All Governmental &nds and Proprietary Funds
Required Supplementary Information

Year ended June 30, 2005

Less
Governmental  Proprietary Funds not
Funds Funds Required to
Actual Actual be Budgeted
Receipts:
Property tax $ 378817 $ - $ -
Tax increment financing collections 102,984 - -
Licenses and permits 6,646 - -
Use of money and property 16,243 1,997
Intergovernmental 308,185 41,500 -
Charges for service 163,330 369,159
Miscellaneous 174,424 - -
Total receipts 1,150,629 412,656 -
Disbursements:
Public safety 87,401 - -
Public works 465,436 - -
Culture and recreation 156,286 - -
General government 162,405 - -
Debt service 24,450 - -
Capital projects 267,236 - -
Business type activities - 491,310 -
Total disbursements 1,163,214 491,310 -
Excess (deficiency) of receipts over
(under) disbursements (12,585) (78,654)
Other financing sources, net (85,777 19477 -
Excess (deficiency) of receipts and other
financing sources over (under) disbursements
and other financing uses (98,362) (59,177)
Balances, beginning of year 792,706 259,948 -
Balances, end of year $ 6943448 200,771 $ -
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Final to

Budgeted Amounts Net
Net Original Final Variance
$ 378817 $ 374951 $ 374951 $ 3,866
102,984 103,440 103,440 (456)
6,646 19,700 10,145 (3,499)
18,240 10,356 15,098 3,142
349,685 278,080 271,462 78,223
532,489 485,688 560,817 (28,328)
174,424 137,360 230,243 (55,819
1,563,285 1,409,575 1,566,156 (2,872
87,401 90,520 92,914 5,513
465,436 597,898 421,515 (43,921)
156,286 126,763 152,730 (3,556)
162,405 105,615 223,732 61,327
24,450 24,200 24,200 (250)
267,236 - 271,798 4,562
491,310 443,603 514,827 23,517
1,654,524 1,388,599 1,701,716 47,192
(91,239) 20,976 (135,560) 44,321
(66,300 - (171,513 105,214
(157,539) 20,976 (307,074) 149,535
1,052,654 1,299,552 1,481,361 (428,707
$ 895,115 $ 1,320,528 $ 1,174,287 $ (279,172

This information should be read only in connection
with the accompanying independent auditor’s report.
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CITY OF SOLON
Notes to Required Supplementary Information - Budgtary Reporting
June 30, 2005

In accordance with the Code of lowa, the City Cdusrenually adopts a budget on the cash basis
following required public notice and hearing fol fainds except Fiduciary Funds. The annual
budget may be amended during the year utilizinglairstatutorily prescribed procedures.

Formal and legal budgetary control is based upanntgjor classes of disbursements known as
functions, not by fund or fund type. These terncfioms are: public safety, public works, health
and social services, culture and recreation, contgniand economic development, general
government, debt service, capital projects, busirigge activities and non-program. Function
disbursements required to be budgeted include disments for the General Fund, Special
Revenue Funds, Debt Service Fund, Capital Profaatsls and Proprietary Funds. Although the
budget document presents function disbursementiiy, the legal level of control is at the
aggregated function level, not by fund. During ylear, a budget amendment increased budgeted
disbursements by $342,059. The budget amendmaegitasted in the final budgeted amounts.

During the year ended June 30, 2005, disbursemeneeded the amounts budgeted in the culture
and recreation, public works, and debt servicetfans.
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CITY OF SOLON

Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Nonmajor Governmental Funds

As of and for the year ended June 30, 2005
Special Revenue

TIF Playground Fire Recreation
Property & Recreation Depart- & Nature Road Ug Employee

Tax Equipment ment Center Tax Benefits
Receipts:
Property tax $ - $ - $ - $ - $- $ 23,926
Tax increment financing
collections 102,984
Use of money and property - 1,149 - 1,985 - -
Intergovernmental - - - - 99,327 -
Charges for service - 605 - - - -
Miscellaneous - 4,121 - 8,700 - -
Total receipts 102,984 5,875 - 10,685 99,327 23,926
Disbursements:
Operating:
Public safety - - 1,560 - - -
Public works - - - - 19583 -
Culture and recreation - - - 211 - -
Debt service - - - - - -
Capital projects - - - - - -
Total disbursements - - 1,560 121 105,913 -
Excess (deficiency) of receipts over
(under) disbursements 102,894 5,875 (1,560) ,5610 (6,586) 23,926
Other financing sources (uses):
Operating transfers in - - - o4 8,193 -
Operating transfers out (102,320__ (1,069 - (6,299 - (24,954
Total other financing
sources (uses) (102,320__ (1,069 - (5,235 8,193 (24,954
Net change in cash balances 264 4,811 (1,560) ,3295 1,607 (1,028)
Cash balances, beginning of year - 21,777 682 5,218 30,716 -

Cash balances, end of year $ 264 26588 $ (879 $ 10547 $ 32,323 $ (1,028
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Capital Projects

Schedule 1

Capital Sewer Line OoMC Debt
Improvement Project Sidewalk Service Total
$ 25374 $ - $ - $ 24441 $ 73,741
- - - - 102,984
732 244 - 48 4,158
- 8,500 - - 107,827
- - - - 605
- 2,972 - - 15,793
26,106 11,716 - 24,489 305,108
- - - - 1,560
- - - - 105,913
- - - - 121
. - - 24 450 24,450
- - 450 - 450
- - 450 24,450 132,494
26,106 11,716 (450) 39 172,614
- 7,998 - - 17,255
(27,475 - (2,059 - (164,570
(27,475 7,998 (2,058 - (147,315
(1,369) 19,714 (2,508) 39 25,299
1,722 (9,736 2,058 9,840 62,277
$ 353 $ 9,978 $ (450 $ 9879 $ 87,576

(continued)
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CITY OF SOLON

Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Nonmajor Governmental Funds

As of and for the year ended June 30, 2005
Special Revenue

TIF Playground Fire Recreation
Property & Recreation Depart- & Nature Road Ug Employee

Tax Equipment ment Center Tax Benefits
Cash Basis Fund Balances
Reserved:
Special revenue funds $ - $ 26588 $ (878)10%47 $ - $ -
Debt service - - - - - -
Unreserved:
Special revenue funds 264 - - - 32,323 (1,028)
Capital project funds - - - - - -
Total cash basis
fund balance $ 264 $ 26588 $ (878 $ 10547 $ 32,323 $ (1,028
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Schedule 1

Capital Projects

Capital Sewer Line OoMC Debt
Improvement Project Sidewalk Service Total
$ - $ - $ - $ - $ 36,257
- - - 9,879 9,879
- - - - 31,559
353 9,978 (450 - 9,881

$ 353 $§ 9978 $ 450 $ 9879 $ 87576

38



CITY OF SOLON
Schedule of Indebtedness

Year ended June 30, 2005

Amount
Date of Interest Originally
Obligation Issue Rates Issued
General obligation bonds and capital loan notes:
1992 Fire Station March 01, 1992 6.00% $ 250,000
1995 Storm Drainage Dec. 01, 1995 5.20% 189,000
2001 Water Meters Jan. 01, 2001 4.90-5.00% 005,0
2002 Highway 1 July 01, 2002 3.40-5.10% 1,180,00
2003 Sewer Improvements Oct. 27, 2003 3.00% 0PR5,
2003 Sidewalk Improvements July 30, 2003 2.00% 5,0@

Total
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Schedule 2

Balance Issued Redeemed Balance Interest
Beginning During During End of Interest Due and
of Year Year Year Year Paid Unpaid
$ 70000 $ - $ 20,000 $ 50000 $ 4200 $ -

25,000 - - 25,000 650 -
50,000 - 25,000 25,000 2,475 -
1,055,000 - 50,000 1,005,000 47,258 -
216,000 - 10,000 206,000 6,775 -
65,000 - 65,000 - 1,300 -

$1,481,000 $ - $ 170,000 $1,311,000 $ 62658 $ -
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Year Ending
June 30,

2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

Total

CITY OF SOLON

Bond and Note Maturities

June 30, 2005

General Obligation Bonds and Capital LoaiNotes

2003 Sewer
Improvements
Issued October 27, 2003
Interest
Rates Amount
3.00% $ 10,000
3.00 10,000
3.00 10,000
3.00 11,000
3.00 11,000
3.00 11,000
3.00 12,000
3.00 12,000
3.00 13,000
3.00 13,000
3.00 13,000
3.00 14,000
3.00 14,000
3.00 15,000
3.00 15,000
3.00 15,000
3.00 7,000
$ 206,000
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2002 Highway 1

Issued July 1, 2002

Interest
Rates

3.70%
4.00
4.15
4.30
4.45
4.60
4.75
4.90
5.00
5.10

Amount

$ 55,000
115,000
120,000

90,000

95,000
100,000
100,000
110,000
115,000
105,000

$1,005,000



Schedule 3

2001 Water Meters 1995 Storm Drainage 1992 Fire Station
Issued Jan. 1, 2001 Issued Dec. 1, 1995 Issued March 1, 1992
Interest Interest Interest
Rates Amount Rates Amount Rates Amount Total

5.00% $ 25,000 520% $ 25,000 6.00% $ 25,000 $,0080

- - - - 6.00% 25,000 150,000

- - 130,000
- - - - - - 101,000
- - - - - - 106,000
- - - - - - 111,000
- - - - - - 112,000
- - - - - - 122,000
- - - - - - 128,000
- - - - - - 118,000
- - - - - - 13,000
- - - - - - 14,000
- - - - - - 14,000
- - - - - - 15,000
- - - - - - 15,000
- - - - - - 15,000
- - - - - - 7,000

$ 25,000 $ 25,000 $ 50,000 $1,311,000
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Independent Auditor's Report on Internal Control
and on Compliance and Other Matters Based on Audiof
Financial Statements Performed in Accordance
with Government Auditing Standards

To the Honorable Mayor and
Members of the City Council
Solon, lowa

We have audited the accompanying financial statesredrihe governmental activities, the business
type activities, each major fund and the aggregateining fund information of the City of Solon,
lowa, as of and for the year ended June 30, 200&hwcollectively comprise the City’s basic
financial statements listed in the table of corgeabhd have issued our report thereon dated
September 9, 2005. Except as noted in the Indeperdiditor's Report, we conducted our audit
in accordance with auditing standards generallgted in the United States of America and the
standards applicable to financial audits containgdovernment Auditing Standardssued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considetieel City of Solon’s internal control over
financial reporting in order to determine our augjtprocedures for the purpose of expressing our
opinions on the financial statements and not tavideoan opinion on the internal control over
financial reporting. However, we noted certain teratinvolving the internal control over financial
reporting and its operation that we consider talreportable condition. Reportable conditions
involve matters coming to our attention relatingignificant deficiencies in the design or operatio
of the internal control over financial reportingthin our judgment, could adversely affect the/ Cit
of Solon’s ability to record, process, summarizel aeport financial data consistent with the
assertions of management in the financial statesnere reportable condition is described in Part
Il of the accompanying Schedule of Findings.

A material weakness is a reportable condition inctvithe design or operation of one or more of
the internal control components does not redueerédatively low level the risk that misstatements
caused by error or fraud in amounts that would léeral in relation to the financial statements
being audited may occur and not be detected wahiimely period by employees in the normal

course of performing their assigned functions. ©ansideration of the internal control over

financial reporting would not necessarily disclade matters in internal control that might be

reportable conditions and, accordingly, would retessarily disclose all reportable conditions that
are also considered to be material weaknesses. evéowwe believe the reportable condition

described above is a material weakness.

43



Compliance and Other Matters

As part of obtaining reasonable assurance abouthehéhe City of Solon’s financial statements
are free of material misstatement, we performets tafsits compliance with certain provisions of
laws, regulations, contracts and grant agreemeatscompliance with which could have a direct
and material effect on the determination of finahstatement amounts. However, providing an
opinion on compliance with those provisions wasarobbjective of our audit and, accordingly, we
do not express such an opinion. The results ofesis disclosed no instances of non-compliance
that are required to be reported un@ewvernment Auditing Standardélowever, we noted certain
immaterial instances of non-compliance that arertdesd in Part Ill in the accompanying Schedule
of Findings.

Comments involving statutory and other legal matsdrout the City’s operations for the year ended
June 30, 2005 are based exclusively on knowledtgenad from procedures performed during our
audit of the financial statements of the City. c8iour audit was based on tests and samples| not al
transactions that might have had an impact on trenwents were necessarily audited. The
comments involving statutory and other legal mattare not intended to constitute legal
interpretations of those statutes.

This report, a public record by law, is intendetkelsofor the information and use of the officials,
employees and citizens of the City of Solon anceiofbarties to whom the City may report,
including federal awarding agencies and pass-thiremgyties. This report is not intended to be and
should not be used by anyone other than thesefispguarties.

We would like to acknowledge the many courtesias assistance extended to us by personnel of
the City of Solon during the course of our audhould you have any questions concerning any of
the above matters, we shall be pleased to diskass with you at your convenience.

%WALA

Cedar Rapids, lowa
September 9, 2005
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CITY OF SOLON
Schedule of Findings
Year ended June 30, 2005

Part I: Summary of Independent Auditor’'s Results

(a) A qualified opinion was issued on the financiatestaents which were prepared on the basis of
cash receipts and disbursements, which is a compsele basis of accounting other than
accounting principles generally accepted in theedhBtates of America. A qualified opinion
was issued on the financial statements since we weable to satisfy ourselves as to the
distribution by fund of the total fund balance altydL, 2004.

(b) A reportable condition in internal control overdmrcial reporting was disclosed by the audit of
the financial statements, which was also considenmaterial weakness.

(c) The audit did not disclose any non-compliance wisahaterial to the financial statements.
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CITY OF SOLON
Schedule of Findings
Year ended June 30, 2005

Part II: Findings Related to the Financial Statemats:
Instances of non-compliance:
No matters were noted.
Reportable conditions:

[I-A-05 Segregation of Duties

Criteria:
The City should have adequate segregation of dtdigsovide for the accuracy and
reliability of the financial statements.
Condition:
The City does not have adequate segregation agatier all accounting transactions.
Context:
Internal controls that are in place could be aderterridden, or not consistently
implemented.
Effect:
As result of this condition, there is a higher rikkt errors or irregularities could occur
and not be detected within a timely period.
Cause: _ _
The City has a limited number of personnel penfog accounting functions.
Recommendation:

When this condition exists, management’s closersigien and review of accounting
information is the best means of preventing or clgtg errors and irregularities. We
recommend the City review its operating procedtioesbtain the maximum internal
control possible under the circumstances.

Management Response:
With a limited number of office employees, segregabf duties is sometimes difficult.
Management is aware of the lack of segregationdaifes and has considered
alternatives to improve the situation. Managemgmhonitoring the situation and is
segregating accounting duties where practical.

Part 11l Other Findings Related to Statutory Reporting:
[1I-A-05 Official Depositories
Resolutions naming official depositories have bapproved by the City. The maximum

deposit amounts stated in the resolutions wereeroéeded during the year ended June 30,
2005.
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CITY OF SOLON
Schedule of Findings
Year ended June 30, 2005

Part 1ll: Other Findings Related to Statutory Reporting (continued):
[11-B-05 Certified Budget
Disbursements during the year ended June 30, 20@®eded the amounts budgeted in the
Culture and Recreation, Public Works, and DebtiSerfunctions. Chapter 384.20 of the Code
of lowa states, in part, that public monies mayb®expended or encumbered except under an
annual or continuing appropriation.
Recommendation - The budget should have been achémdefficient amounts in accordance
with Chapter 384.18 of the Code of lowa before uisements were allowed to exceed the
budget.
Response - The budget will be amended in the fuifuspplicable.
Conclusion - Response accepted.
[1I-C-05 Questionable Disbursements
We noted no expenditures for parties, banquetshar @ntertainment for employees that we
believe may constitute an unlawful expenditure frpablic funds as defined in an Attorney
General’s opinion dated April 25, 1979.
[1I-D-05 Travel Expense

No disbursements of City money for travel expemdespouses of City officials or employees
were noted.

[1I-E-O5 Business Transactions

Business transactions between the City and Citgialf or employees are detailed as follows:

Name, Title, and Transaction
Business Connection Description Amount
James Brumwell, Council Member Snow Removal Hauling $ 33

In accordance with Chapter 362.5(10) of the Cod®wh, the transactions with the Council
Member does not appear to represent a confligttefest since the total transactions with him
were less than $1,500 during the fiscal year.

[1I-F-05 Bond Coverage
Surety bond coverage of City officials and empleyas in accordance with statutory

provisions. The amount of coverage should be rexaeannually to insure that the coverage is
adequate for current operations.
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CITY OF SOLON
Schedule of Findings
Year ended June 30, 2005

Part Ill: Other Findings Related to Statutory Reporting (continued):

[11-G-05 Council Minutes

Transactions were found that we believe should baea approved in the Council minutes but
were not.

Recommendation - Transfers should be approved aruhtented in the Council minutes.
Response - The City agrees and will do so in thedu

Conclusion - Response accepted.

[11-H-05 Deposits and Investments

We noted no instances of noncompliance with the@siepnd investment provisions of Chapter
12B and 12C of the Code of lowa and the City’s gtreent policy.
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CITY OF SOLON
Audit Staff

This audit was performed by:
William M. Vincent, CPA, Audit Partner
Brad Hauge, CPA, Senior Manager
Tim Wood, CPA, Senior Associate

Jim Fitzpatrick, CPA, Associate
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